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“In no other step of the government’s procurement process is the potential for saving
millions of dollars more obvious than in the fast-pay discount offered by most vendors. We often
wonder why more agencies don’t use this opportunity to save taxpayer dollars.”

— Testimony of Joseph Schaedel, National Federation of Independent Businesses, before the
U.S. Senate Committee on Government Affairs, June 1987.



INTRODUCTION

Last fall, with little prior notification, the California Department of General Services (DGS)
suddenly changed a decades-old policy designed to ensure that the state pays its bills on time. While
the change in purchasing policy appears dight at first glance, its effect on the state's taxpayers and
vendorsis potentially enormous.

Considering the fact that the state spends roughly $3.5 billion a year on goods and services,
the fiscal impact of this policy change could easily exceed $125 miillion.

In fact, once auto dealers complained that taxpayers could be forced to spend millions extra
on vehicle purchases, General Services began quietly backing away from its decision and exempted
vehicle purchases from its new policy. However, as of the date of this report, it is till in effect for
nearly every other kind of purchase the state makes.

An investigation by the Joint Legidative Staff Task Force on Government Oversight has
found:

o The purchasing change -- which eliminates prompt payment discounts from consideration in
determining low bidders -- was made with little or no study, analysis or investigation. From the
available records, it appears to have been done at the whim of a mid-level DGS official without
any consultation with either vendors or state agencies. Once vendors began objecting, they were
told that the policy was changed because the Department of Corrections was unable to pay its
bills on time.

o The change will likely result in vendors having to wait even longer than they currently do to
obtain payment from the state for goods and services, since there is no longer a built-in
requirement for agencies to get the checks out promptly. Some state agency officials have also
objected, arguing that the old policy was saving the state considerable money.

o Since the change effectively eliminates any financial penalty to the state if vendors don’t get their
money quickly, it is likely some vendors will raise their prices to make up for the additional costs
incurred while waiting for payment. Two vendors interviewed by the Task Force said they
intended to raise their prices as a result of the policy change.

o The suddenness of the change caused mass confusion among state agencies, purchasing agents
and vendors, leading to several bid protests. In at least one case, it caused a longtime vendor to
lose a state contract worth approximately $750,000.



WHAT ISA PROMPT PAYMENT DISCOUNT?

A prompt payment discount is one of the few things in government that is truly a win-win
situation. Simply put, it is a price-reduction companies offer to agencies that pay their bills quickly.
It has long been a common practice in the private sector and for at least 20 years was standard
purchasing policy in the state of California.

In concept, it works like this: Suppose the Department of Motor Vehicles contracts to buy
1,000 garbage cans from the XYZ Manufacturing Company for $25 each. Once the cans are
delivered, XYZ sends an invoice for $25,000. However, if the bill is paid within 20 days, the
Department is allowed to cut 5% off the invoice price (a discount commonly known as a “five-in-
twenty.”) If DMV pays the bill before 20 days elapse, it would send the vendor a che&k23{@60.
Thus, the taxpayers save $1,250 and XYZ gets its money quickly, reducing its cost of doing
business.

There is no set formula for figuring discounts. Both the percentage and the term can and do
vary from vendor to vendor, and from commodity to commodity. For example, discounts on
vehicles are for a fixed-dollar amount, normally $500 per car, instead of a percentage of the total
contract.

Until recently, when a business was bidding on a state contract, any prompt payment
discount it offered was figured into the final calculations of the company's bid. Therefore, if the bid
was accepted, the final pricacluded the discount, under the assumption that the agency would pay
the vendor in time to get the price break. Otherwise, the discount would be lost and the agency
would be forced to pay a higher price for the product.

This arrangement, according to agency officials and vendors, gave an agency and its financial
staff a compelling reason to make sure its invoices were paid on time -- it would have to expend
additional funds if it did not -- and it appears that the policy was largely accomplishing its goal.

“I am not aware of any significant problems with earning the prompt payment discounts,”
Department of Transportation official Martin Stevenson wrote DGS in November 1997 after
learning of the policy change. Stevenson pointed out that “our warehouse aggressively earned over
$250,000 in discounts on a changeable message sign purchase order whose terms were 5% for
payment in only three days” and he wondered why DGS was eliminating something that was saving
such considerable sums.

“Is this a new overall policy? If it is a new policy, has there been some study or audit which
prompted the change? Was there some change in legislation or new regulations that were
promulgated?”

Tom Lee, DGS manager of Commodity Procurement, responded that “there is a lot of
research and discussion over this policy change.”



But a review of DGS records shows that, while there may have been a lot of discussion,
there was precious little research -- and all of it was done long after the decision was made to
eliminate the discounts.

OUT OF THE BLUE

According to documents obtained by the Task Force under the California Open Records Act,
the discount policy was changed in late April 1997 with the issuance of a single memo written by
DGS official Mariel D. Edgeton, Manager of Disputes Resolution and Training. (attachment 1)

“Management,” Edgeton's memo announced, “has recently reconsidered the policy of using
cash discounts to determine the bid price for evaluation and selection of the lowest bidder. Because
the state may not be able to take advantage of discounts offered when payment occurs beyond the
time for the discount, it is inappropriate to select the bidder by using the discount to adjust the bid
price.” Her memo noted that agencies would still be fresct@pt discounts if the successful bidder
offered them later and encouraged agencies to do so.

The import of this subtle policy change was that the state was no longer assuming agencies
would be promptly paying their bills, and it was eliminating any built-in penalties for late payments.
Henceforth, obtaining a discount and saving tax dollars would become an agency-to-agency option.

Edgeton's April 28, 1997 memo announced that the new policy would take effect in three
days.

Apparently, the policy change produced such a storm of internal controversy that Edgeton
was forced to write another memo on May 7, 1997, rescinding the policy “effentivediately,” so
that DGS management could conduct “further deliberations.” (attachment 2)

DGS procurement official James Knibbe, who was involved in those deliberations, claimed
not to know why such an abrupt reversal of policy had occurred, saying it was a decision made at a
higher level.

At that point, it appears, DGS began an after-the-fact effort to justify the policy decision by
conducting a brief telephone survey of other government purchasing departments. The results
showed that the change was clearly out of step with surrounding states and county governments.
Los Angeles, Orange, Santa Cruz, San Joaquin, Ventura, San Diego and Sacramento counties all
reported that they used payment discounts in figuring their bid prices, as did the states of Arizona,
Oregon, Utah and Washington. (attachment 3)

Task Force staff called four additional Western states - Nevada, ldaho, Montana and New
Mexico - and were told by purchasing officials there that prompt payment discounts were not
considered, but only because they knew their states had no hope of getting them due to antiquated
biling and payment systems.



“We're just atrocious at paying our bills on time. We're notorious,” said New Mexico's
purchasing director, Les French. French said that if his state upgrades its computer systems — as he
is attempting to do — “of course we would consider it in our bidding process. It would be foolish
not to. You could save a ton of money.”

In early August 1997, Patricia Jones, manager of the DGS Procurement Division's Systems
Integrity Unit, expressed fears that the discount policy was being changed in a vacuum. “I can tell
you that if we are proposing to NOT accept and evaluate such discounts, | don't believe we can
discontinue our current practice until we have published our proposed practice, and give suppliers
(and possibly others) an opportunity to voice their concerns,” Jones wrote. “So, it would seem that,
for the time being, our current practice should continue.” (attachment 4) Another manager, DGS
records show, “was concerned that we were dealing with regulations and not going through OAL”
(the Office of Administrative Law, which reviews proposed regulatory changes).

Nonetheless, on August 15, 1997, top DGS purchasing officials held a staff meeting to
discuss changing the discount policy. The change was justified by citing the fact that the federal
government and several large states, such as New York, Florida and Texas, did not accept bids with
prompt pay discounts. (A federal General Services Administration official, Patrick Connolly, told
the Task Force that the federal government had factored discounts into bid calculations until the
mid-1980s, when it discovered that some crude oil brokers were essentially playing a futures market
and reaping windfalls by taking advantage of wildly fluctuating oil prices.)

According to notes of that August meeting, procurement division Deputy Director C.F.
“Chuck” Grady decided: “Eliminate them! Need to communicate and get input before we
implement.” A date of October 15, 1997, was set for implementation of the new policy, according
to the meeting notes. (attachment 5)

Again, DGS embarked on another attempt to justify an already-made decision, sending out a
memo (attachment 6) to a few select vendors and state agencies asking for opinions on the proposed
change. The memo was hardly unbiased; most of it was devoted to an explanation of why it would
be a good idea to eliminate the discountscduse they are predicated on future and uncertain
actions.” (Presumably, those “uncertain actions” concerned the prompt payment of bills.)

DGS admits that the response to the survey was “minimal.” (attachment 7) Predictably, the
few responses it received supportdichiaating the discount. Some of the reasons citedippsrt
of the change are illuminating.

“If a competition is close and the award is made based on the prompt payment discount, and
subsequent events (paperwork not processed on time, cash-flow problems) render the Department
unable to take advantage of the discount...the Department's integrity may become suspect,” wrote
Mary Wandschneider, chief of the business services bureau of the Department of Youth Authority.
(attachment 8)



On October 14, 1997, DGS procurement officers were notified that the Department had
changed its policy and bid solicitations began going out with a small note on the front announcing
that cash discounts would no longer be used in calculating the low bidder. (attachment 9)

THE VENDORS REVOLT

The first group of vendors to complain about the change was automobile dealers who, in late
November, were shocked to discover that a bid solicitation for 200 used subcompacts declared it
would not consider prompt payment discounts. Representatives from Downtown Ford, Maita
Chevrolet, and Swift Chrysler Plymouth sent angry letters to Deputy Director Grady, pointing out
that the change was going to cost taxpayers considerably more money.

“We have been involved with the State of California contracts for many years and have
found that the cash discounts offered by bidders is a very fair procedure as it provides for prompt
payment in many situations. It is a procedure to reduce cost to the state,” wrote Maita's fleet
manager, Ron Brewer. Brewer warned that by eliminating the discount “we have to anticipate
more...costs on these vehicles and Wwave to pass those costs onto you the purchaser.”
(attachment 10)

Dave Forbess, Downtown Ford's fleet manager, estimated that if the policy had been in
effect earlier in the year when the California Highway Patrol sought bids for 630 cruisers, “the state
would have paid $182,700 more for the same vehicles...Mr. Grady, you can play with the equations
in a multitude of ways and come up with varying amounts. The bottom line is by allowing this new
provision, the State and her taxpayers are ultimately paying more.” (attachment 11)

Charles O. Swift, owner of Swift Chrysler Plymouth, wrote that his company had already
submitted several bids “based on the vehicles being paid in 20 days.” If the state was now planning
to take 60 days to pay — as the new purchasing policy allowed — Swift was going to have to re-
evaluate the situation. “It will certainly affect the price we quote to the state,” Swift wrote. “Mr.
Grady, as a bidder and businessman, | do not understand at all the reason for this change in
policy...” (attachment 12)

In addition to the car dealers, state agencies also began complaining. As mentioned above,
Caltrans official Stevenson noted that for a $2.1 million bid solicitation his agency was seeking “the
impact of this change is significant...Five percent of $illon is $105,000.” He warned that “by
not including a prompt payment discount in the evaluation of offers, vendors who until now had
offered a prompt payment discount of 5% would not have any reason to do so.”(attachment 13)



THE DEPARTMENT BACKTRACKS

Because of the auto dealers pressure, a one-time exception was made for the used-car bid
and discounts were allowed. DGS sent out another memo on December 11, 1997, modifying its
October policy “in an effort to be responsive to our customer's requests.” If an agency demanded in
writing that a prompt payment discount be included in the bid, “an exception may be made for that
transaction.” (attachment 14)

But that one-time exception did not satisfy the auto dealers, who demanded a meeting with
Grady and other DGS officials in an effort to get DGS to rescind the entire policy. That meeting
occurred on February 20, 1998. In interviews with Task Force staff, all of the dealers who attended
confirmed that when they pressed DGS for an explanation for the policy change, they were informed
that the Department of Corrections had been behind it.

“We were told that the reason was that there was some corruption in Corrections, some food
vendors were giving discounts that amounted to kickbacks going to Corrections officials,” Forbess
said. “I don't know if that's actually the case or not, but | do know that Corrections has always had
difficulty paying its bills on time and they always seem to lose their discount.”

Bill Kemmery, fleet manager for Lasher Dodge, said “the key reason we were given was that
because Corrections, with its expansion, was having growing pains and had run into some problems
and the agency was always paying $500 late fees. They didn't want to have to keep paying late fees
so the suggestion was made to get rid of the discounts. To me, the simpler solution would have
been to fix whatever problems existed at Corrections -- not eliminate the discount.”

DGS claims that no notes or minutes were kept of that meeting. When asked about the
allegations involving the Department of Corrections, the DGS official assigned to speak to the Task
Force, Patricia Jones, said, “It may be. | don't know.”

Corrections officials said they had no knowledge of any allegations of kickbacks involving
food vendors and disputed the assertion that the Department had requested DGS to change its
prompt payment policy.

The dealers said they were told their concerns would be taken under advisement at DGS but
no commitments were made. They were never formally notified of a decision but shortly afterwards,
all bid solicitations DGS sent out for vehicles had reverted back to the previous policy regarding
prompt payment discounts. Jones confirmed that because “the automobile industry is somewhat
unique” DGS has made a blanket exception from the new policy for all vehicle purchases.

That, however, was little solace to Jim Guttridge, head of national fleet sales for Navistar
International Transportation Corp., a manufacturer of heavy trucks. Guttridge said a bid he
submitted in November for a half-dozen four-wheel drive plow trucks for Caltrans was rejected
because he had included a prompt payment discount in his proposal. The value of the contract,
Guttridge said, was approximately $750,000. Guttridge said he appealed the rejection on the
grounds that the policy change wasn't formally announced, but said his appeal was rejected “because



they had one sentence on the front of the solicitation...they've been accepting discounts for 20 some
years and they changed the policy overnight and didn't tell anyone. In my opinion, they hid it.”

ADDITIONAL EXCEPTIONS MADE

In early January, Kevin Rockwood, the assistant director of Pharmacy at Napa State
Hospital noticed the change when bids were solicited for the state's new Prime Vendor Contract for
pharmaceuticals -- a contract worth an estimated $#1ién a year. Rockwood fired off a letter to
DGS, arguing that the change would be a major setback to the state.

“As you are well aware, the State of California has had problems getting vendors to bid on
the prime vendor contract because of our notoriously bad reputation for not payingjsoon b
time,” Rockwood wrote. “The primary incentive in improving our reputation for prompt payment
was the cash discount you negotiated in the last prime vendor contract.” Rockwood noted that the
discount provision had proven to accounting departments “how much money can be saved and most
take full advantage of this. It would be a shame to lose these hard earned gains and ultimately end
up paying more...” (attachment 15)

Dr. Nadim Khoury, assistant deputy director of the Department of Corrections' Health Care
Services Division, also objected, writing that “this could adversely impact potential savings for the
Department of Corrections and other agencies utilizing the Prime Vendor Contract for ordering
drugs.” Khoury estimated the change could cost Corrections alone $250,000 a year. (attachment
16)

DGS official Jones said the contract terms were changed after the complaints to permit the
use of a discount.



CONCLUSIONS AND RECOMMENDATIONS

It is obvious from the foregoing that both vendors and agencies believe the old policy of
using prompt payment discounts to evaluate bids was saving the state money and improving its
reputation and performance for paying its billson time. It is equally obvious that if the discounts are
no longer considered, wary vendors will raise their bid prices accordingly to guard against lengthy
delays in payment and taxpayers will end up paying higher prices for goods and services. Under the
current policy, the inescapable conclusion is that saving tax dollars has been turned into an option
for state agencies, and that there is no longer any real incentive for slow-paying agencies to improve
turnaround time since the agency will have aready agreed to pay the higher, non-discounted price.

Therefore, the Task Force recommends;

1. That the Department of General Services immediately rescind its current policy which alows the
use of prompt payment discounts to be an agency-by-agency option.

2. That the Legislature require state agencies to report to either the Department of Finance or the
Department of General Services on an annual basis al late payment penalties incurred by the
agency during the previous 12 months due to a failure to take advantage of a prompt payment
discount. Further, that all reports be forwarded to the appropriate budget subcommittees of the
Legidature for review and that the budget committees consider automeatically reducing the
agency’s annual budget request by alike amount.

3. That the State Auditor or Joint Legidative Audit Committee conduct a survey to determine
which state agencies are incapable of paying vendors in time to take advantage of prompt
payment discounts.
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STATE OF CALIFORNIA STATE AND CONSUMER SERVICES AGENGCY
Memorandum

DATE: April 28, 1997

TO:! All Procurement Division Buying Personnel and Managers

FROM: Marfel D. Edgeton

Disputes Resolufion and Training
Procurement Division
Department of General Services

SUBJECT: BID EVALUATION AND USE OF CASH DISCOUNTS

Manageinent has recently reconsidered the policy of using cash discounts to determine the bid

price for evaluation and sslection of the lowest bidder. Since the State may not be able to take
advantage of discounts offered when payment occurs beyond the time for the discount, it is
inappropriate to select the bidder by using the discount to adjust the bid price.

Effective on May 1, 1997, all new solicitations issued by the Procurement Division will include a
statement indicating that the bid evaluation will NOT consider cash discounts in determining the
lowest responsible bidder mesting specifications, However, the State encourages bidders to
offer cash discounts as part of their cash management strategy and the State should take

advantager of such discounts incorporated into Purchase Orders/Contracts in accordance with

the termg offered, whenever possible.

Buyers MAY choose to amend solicitations which have been issued prior to May 1, 1997, whera
bids have not yet been received in order to incorporate the revised policy, as the buyer wishes.

Notices should be included with the solicitations until the General Provisions are revised to

incorporate this policy.

Questions may be referred to the managers named below. You can reach Mariel Edgeton at
(916) 322-4788, or by fax to (918) 327-7593 or by ce:mait to medgeton@dgs.ca.gov

Tranct A

MARIEL D. EDGETON. Manager
Disputes Resolution and Training

CONCURRENCE:

DENNIS ERICSON. Manager OB HOGVER, Manqger TOM LEE. Manager
Mdjor Acquisitions food Procurement Commodity Pracurement

PROCUREMENT DIVISION MISSION

“We ensure the success of cur customer's mission by providing strategic acquisition and materiel
monagement guidance while maintaining public ust.”
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STATE OF CALIFORNIA STATE AND CONSUMER SERVICES AGENCY

Memorandum

DATE: May 7, 1997
TO: All Procurement Division Buying Perscnnel and Managers
FROM: Mariel D. Edgeton

Bisputes Resolution and Training

Procurement Division

Department of General Services

SUBJECT: BID EVALUATION AND USE OF CASH DISCOUNTS

My April 28, 1997 memorandum (same subject as above) which was concurred in by Dennis
Ericson, Bob Hoover and Tom Lee, is hereby CANCELED, EFFECTIVE IMMEDIATELY.

Management will conduct further deliberations of how cash discounts in payment terms will be
considered in bid evaluations. You will be notified of the results by a separate, written policy.

Questions may be referred to the managers named above or you can reach Mariel Edgeton at
{918) 322-4789, or by fax to (916) 327-7593 or by ce:mail to medgeton@dgs.ca.gov

Thank you, and | apologize for any inconvenience.,
MARIEL D. EDGETON, Manager
Disputes Resclution and Training

PROCUREMENT DIVISION MISSION

"We ensure the success of our customer's mission by providing strategic acquisition and materiel
managemaent guidance while maintaining public trust.”
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CASH DISCOUNT SURVEY

The State of California is reevaluating its policy on the use of cash
discounts offered by sellers of goods for payment of invoices within a
designated time.

1. Do you consider cash discounts as a factor of award? Is it
considered in your evaluations in order to determine the low
bidder?

2. Is it addressed in either statute or formally adopted regulation?

3. 1f not calculated in your evaluations:

a. Do you state in your bid provisions that it will not be
considered?
b. Do you still encourage your customer agencies to take

advantage of any discount offered?

c. Ig it not allowed because it would be predicated on a future
and uncertain action or other reason?

d.,. Do you still provide for it on your bid forms?
4. If allowed:
a. Are there any limitations such as maximum percentages or

minimum length of time?

b. Do you provide for it on your bid forms?



CASE DISCOUNTS CONSIDERED IN BID EVALUATIONS

— —STATE 1., 2. _3a. _3b. _3c. _3d. _4a., _4b.

Arizona yes
Cregon yes
Utah yes
Washington yes

noe

na

no

no

yes

yes

yes

yes

yes

yes

yes

yes

COMMENTS

considered if 30
days or more

considered if 30
days or more

considered if 30
days or more

considered if 30
days or more

CASH DISCOUNTS NOT CONSIDERED IN BID EVALUATIONS

Florida no
Illinoisa no
- P
New York *
Michigan no
Chio no
Penngylvania no
Texag no
Federal no

Government

no yes
no yee
no yes
ne yes
nc ¥
law yes
noc yes
reg n/a

yes

yes
yes

yes

ne

no

ves

n/a

ng

ves
n/a

o

oth.

no

n/a

yes

yes
yes

no

no

no

yesn

n/a

n/a

n/a

Comptroller paid
4750,000 last
year in lzte fees

*Tie bids only

couldn’t track so
quit evaluating

*hids atate they
will take 2%/10

fnot considered
a firm price

see attached FAR
52.232-8



SURVEY OF COUNTIES

QUESTION: In your county’s avaluation of bids for commaodities, do you use
cash discount, also known as prompt payment discount, {net bid) in
determining, for evaluation purposes, the lowast monetary bid?

County

County of Los Angeles
Dave Lambertson
213/720-6810

County of Crange
Michaal Kolodisner
714/667-7304

County of Santa Cruz
Andy, Breda *
408/454-2721

County of San Joaquin
Shari Habeeb
209/468-3250

County of Ventura
Tom Gill
805/654-3757

County of San Diego
Bill Napier
619/694-2916

County of Sacramento
Jim Marx
875-3037

Answer/Comments

Yes

Yes; however, if Department is
unable to take advantage of the
discount, it is ignored during
evaluation.

Yes, 30 days or more

Yes, 30 days or more

Yes, 30 days or more

Yes, 30 days or more

Yes, 30 days or more on large
purchases; on smaller
purchases,department is
contacted to see if cash
discount can be taken
advantage of
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Author: Patricia Jones at PD-HQ
Date: 8/8/97 4:31 PM
Priority: Normal

Receipt Regquested

TC: Joyce Gibson at PD-HQ

¢C: Mariel Edgeton at PD-HQ

CC: Jim Knibk at PD-HQ

CC: Bob Hoover at PD-HQ

CC: Dennis Ericson at PD-HQ

CC: Tom Lee at PD-HQ

Subject: Re: Discount Computations

Joyce

sorry I can't give you an answer, but the decision is not mine to
make. Jim Knibb was going to arrange for a meeting of Mariel, Chuck,
himself, Bobk Hoover, Tom Lee and Dennis to resolve the issue.

I ¢an tell you that, if we are proposing to NOT accept and evaluate
such discounts, I don't believe we can-discontinue our current
practice until we- have published cur proposed practice, and give
suppliers (and possibly othera) an opportunity to voice their
concerns.

Sa¢, it woyld meem: that for the time being, our current practice should
continue. ...

Fj

Reply Separator

Subject: Discount Computations
Author: Joyce Gibson at PD-HQ
Date: B/8/97 2:34 PM

Pat,

I hope you're enjoylng your vacation and not spending too much time on
work stuff,

I'm in the last stages of the General Provigions rewrite, and there's
one more thing I need to have ¢leared up. HAre we going to adopt
Mariel's proposed changes to bid evaluations regarding the appllcatlon
of discounts? She told me to check with you.

Joyce
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STATE QF CALIFQRNIA --STATE AND CONSUMER SERVICES AGENCY PETE WILSON. Gavemor

DEPARTMENT OF GENERAL SERVICES
PROCUREMENT DIVISION

BOX 942804

SACRAMENTO, CA 84204-0001

August , 1997

The Procurement Division is reevaluating its pelicy of considering cash

discounts for payment of invoices within a designated time in our
evaluation of proposals from sellers of materials, equipment, and
supplies. We would like your opinion on whether we should continue to
calculate this factor in our evaluations.

A number of other states, as well(ag the federal government, do not
consider cash discounts such as 2%-30 days in their evaluations to
determine low bids. Their reasons are existing prompt payment
provisione, similar to California‘s Government Code Section 9226.15, et
seq., provide sufficient incentive to pay invoices on time and the
occasional -abuse of taking discounts even though they are not paid (or
routinely unable to pay) within the time stipulated. In additiom, it
has been thought by some that cash discounts should not be considered
in evaluations because they are predicated on future and uncertain
actions.

Any change in our policy would not be meant to discourage bidders from
offering such discounts or dissuade state agencies from taking

advantage of any cost reduction pelicy such as this. We would just not

consider them in our proposal evaluations.

¥Your input on this policy determination would be of great value to us.
If you have any comments to make on this issue please forward them to
Thank you for your interest.

{A similar memo would be sent to selected state agencies.}
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advantage of any cost reduction pelicy such as this. We would just not

consider them in our proposal evaluations.

¥Your input on this policy determination would be of great value to us.
If you have any comments to make on this issue please forward them to
Thank you for your interest.

{A similar memo would be sent to selected state agencies.}
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Stale of Califormia « Department of General Sarvices + Pete Wilson, Govemnor

PROCUREMENT DIVISION

1823 141h Sueet, Room 100 « Sacramento, Calitoria 95514 » (GL&) 445-6942

Aprit 28, 1998

Gary 5. Webb

Consultant

Joint Legislative Task Force on Government QOversight
1020 N Street, Suite 420

Sacramento, CA 95814

Dear Mr. Webb:
This letter is in response to your request of April 23, 1998 requesting access to public records related to
our policy regarding prompt payment and cash discounts. The following is a summary of the records

we have for each of the specific points included in your letter:

1. All documents pertaining to our policy regarding the use of cash discounts for bid evaluation
purposes. No cost-benefit analysis was done.

2. The cash discount survey that was sent to suppliers and all responses to that survey.
3. The cash discount survey that was sent to selected state agencies. Minimal response was received.

4. No minutes and’or memoranda exist for any mectings with any potential or current state suppliers
regarding this issue.

Please contact Jim Knibb of my staff at (916) 324-6458, here at 1823 14th Street, if you wish to
examine these documents,

Sincerely,

Department of General
Procurement Division
(916) 445-6942

CEFG:JK ras

cc: Jeanne Cain, Legislative Secretary, Office of the Governor
Karen Morgan, Deputy Legislative Secretary, Office of the Governor
Happy Chastain, Deputy Secretary-Legistation, State and Consumer Services Agency
Karen L. Neuwald, Asst. Director-Legislation, Dept. of General Services
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From:

Subject:
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ColEET I gE 0ERT OF vJUTH ALTH, 916 262 1445

Memorandum

September 23, 1997

lames Knibb

Deparcnent of General Services
Fiocureinent Division

Systems Integrity Unit

Business Services Bureau
1916) 262-143¥WCALNET 469-1437
FAX (916) 262-1445

Prompt Payment Discount Evaluations

‘The Uepartrment of the Youth Authority encourages the Procurement Division to
adopt a policy of not considering prompt payment discounts when evaluating
supplieis bids: proposats.

s the puliey of this Department not to consider prompt payment discounts in the
managing of our delegated purchasing activities. We subscribe to the thought that
plsmpt payment discounts, “are predicated on future and uncertain actions” that
may be beyond the Departinents control. For example, if a competition is close and
the award (s made based on the prompt payment discount, and subsequent events
rpaperwork nol prucessed on time, cash-flow problems) render the Department
unable to take advantage of the discount, and the second suppliers bid then
becomes the low bid. the Departments integrity may become suspect. Therefor, the
pronupt payment discount showld not be used as an e’valuation criteria.

Wandschnetder Chief

TR G mar e ol i Lk LaCSR e PRST PAY |0

P.R2s02

{wepartinent of the Yoot Authority

P

TOTAL P.8d
.0
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State of Callfornia Stats and Conzumer Sarvices Agency

MEMORANDUM

DATE: gcotober , 1997
TO: Office of Procuratent Personnel and Delegation Holders
FROM: Patrica Jones

Department of General Services
Procurement Division
System Integrity Unit

SUBJECT: Prompt Payment Digcount Evaluations

Effective October 15, 1997, Procurement Division will change its
policy of computing guick payment discounts and including them in
our evaluation of bids/proposals from sellers of materials,
equipment, supplies, and information technology goods and services,
Buyers and Analysts will include the following language in all
golicitations:

»g¢ash discounts cffered by bidders for the prompt payment of
invoices will not be calculated into the state’'s evaluation to
determine the lowest bid or proposal. State agencies will
continue te utilize any cash discount offered for gquick payments,
however, they will not be considered in evaluations.”

The terms and conditions accompaning Invitations to Bid and Price
Requests will be changed to reflect this new policy.

Any change in our policy would not be meant to discourage bidders
from offering such discounts or dissuade state agencies from taking
advantage of any cost reduction policy such as this. We would just
not conegider them in our proposal evaluations to determine the low
bidder.

PROCUREMENT DIVISION MISSION

"We ensure the of our ¢ s mission by providing sirategic acquisition and materiel g guidance while mainizining
public trust "
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"We want you as a custoaner for {0

PO. Box 10

Elk Grove, CA 95754
3501 Stockton / Hwy og
Elk Grove, CA 95624

Bas.gu 1
ORGANIZATION > From Sacramento 423.2111

L o
o) Q
# Northern caltt

C. F. Grady December 8, 1997
Deputy Director

DGS/Procurement Division

1823 14th Street / 95814

Box 942804

Sacramento, Ca. 94204-000!

SUBJECT: State’s Revised Bidding & Payment Procedure

Mr. Grady:

We have recently received a number of Bid Invitations from the State of California
noting the elimination of cash discounts for bid evaluations and the States terms of
payment.
We (I) have been involved with State of California Contracts for many years and
have found that the cash discounts offered by bidders is a very fair procedure as it
provides for prompt payment in many situations. It is a procedure to reduce cost to the
State. We (as a dealer) have to pay flooring on the vehicles sold to you; by eliminating
this procedure in your evaluation of quotes we (the dealer) have to anticipate
more/increased flooring costs on these vehicles and will have to pass those costs on to you
the purchaser.

In conjunction with this, you now state that normal payment terms are sixty (60)
days from date of invoicing and/or receipt of materials.; unless the delivering party is a non
profit organization with contract value of less than $500,000, or a certified small business.
This procedure appears to chastise ‘Normal” retail merchants (even if our flooring
institution would permit this 60 day float period).

As has been indicated, we do not agree with your revised procedure and request
that it be reviewed with reinstatement of the previous program.

Sincerely,

/ém\

Ron Brewer,

Fleet Manager
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Friday, December 05, 1997 3

¥
Charles Grady \/' 5 | / q
State of Califomnia ol
1823 14th Street '( ®
Sacramento, CA 95814 .

Dear Mr. Grady. .

We recently received an Irvitation for Bid for Used Subcompact Sedans, upon exarnination of the bid we
noticed some changes in the nGeneral Provisions" portion of the invitation, more specifically the sections
that refer to discounts and payments {par.. 16 and 19).

Until now, awards were basad upon the lowest net price after a discount. This discount not only
rewarded the State and it's taxpayers for paying quickly it also allowed the bidder to tactor into his cost
the time value of money. By allowing up to 80 days to pay a bidder rmust assume that the State will use
that time in paying.

When calculating‘a bid the firne value of money becomes a sizable factor. Assume our bid of
$21219.00 in 1967 for the 630 Police Vehicles for the Highway Patrol. We offered a $500.00 discount
for payment within 20 days the cost of $21219.00 for 20 days is $103.14. lfthe Stateis allowed up to
60 days to pay this amount triples and is used the the caiculations of our bid.

You could say "“we could stilt offer a discount”. If we were 1o offer a discount of $500.00 for payment
within 20 days.(§21219.00 less $500.00 Net bid Price §20719.00) and it were compared to another
bidder who offered $200,00 discount under the same temms and the others' bid were $10.00 lower
($21209.00 less £200.00 Net bid Price $21009.00) would the State issue the award to the iowest net
bidder of the one who Wwas $10.00 lower?

if we pencil this outa bit further, use the 830 vehicles the CHP purchased last year and apply the
aforementioned math, the State would have paid %482,700.00 more for the same vehicles. In 1006 we
delivered 680 units, in 1983 630 units, in 16092 812 units, in 91 G630 units and in 1980 741 units, fora
total of 4423 units to the CHP applying the same scenario brings $1,282,670 in potential additonal
costs. This figure pails in comparison when all the cther State agencies and cities and counties units -
are figured, which to date has been an additional 10,000 units of $2,900,000.00 of our taxpayers money.

Mr. Grady you can play with the equations in a multitude of ways and come up with varying amounts.
The bottorm line is by allowing this new provision the State and her taxpayers are ulimately paying mofe.
The State has demaonsirated in the past, by the more than 14,000 cars we've delivered, she can take
advantage of discount termns. Those agencies that missed discounts, including the CHP and other city
and county, are less that one half of one percent

“al] Fords are created equal — Downlown Ford makes the difference”




I'm sure you can see the significance of this, not only to the California Highway Patrol, but all the
purchiases mads by the State of Califomia.

Please contact me within the next week if you have any questions or would like to discuss the matter in
more depth,
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JEEP CHRYSLER PLYWNOU TH DODGE

MY 100 Chiles Hoss « Davis, Caltfornia $5816 « Phons [@16) 757-3770 » Fax (9816) 756-3143

pecember 11, 1997

VIA FAX 324-200%

c. P, Grady

peputy Dirsctor

Dapt. of General Services
prosurement Division
1823 ~ li4th Btreat
gacramento, GA 95814

pear Mr. Grady:

The changea in the state pid procedure that allows 60 daya for
paynent coertainly places a severe rinancial burden on small
pusineas ownars that many may not be ablm to overcome. Almost all
automobile dealsrs bLOTTOW money from major banks or a finance
source to purchasae and fioar plan their new vehisles. 1In the case
of our major lenders, wa must pay off the yahicle within 30 days
after the deljvery of the vehicle to the state or the date we are
paid whichever ocours firat, These are unusual terms as under
normal cireunstances the dealer must pay the finance source within
a maximum of seven days even Lf he has ot received payment from

the purchager.

Wwe believa that our dealerships are the low bidder and should
raceive the purchase order goon from several clagses of vehicles
frow Octobar’s General Purpose bid. We projected our money cost
pased on the vehicles being paid in 20 days and if the State is
planning to enforce the up to €0 day paymapt on the General Purposa
bid, we need to megt with you prior te the award. Frankly, we do
not have encugh potential profit per unit to cover an additional 40
days of interest cost; thereiore, the only way we would he able teo
erform is to ask our panufacturer to aubsidize us for the
additional unexpected interest cest.

There is another bid for used vehicles {Invitation for Bid #42531)
for 200 used yehiclas that we had planned to bid; howevar, again
pecause of the amount of the money involved, we would borrow money
from pur £inance source -and respsctfully request that prier to the
pid opening day, Dacembar 19, 1997, Yow consider allowing the
discount offer and payment within 20 days op this particular bid.
It certainly will affect the price we queote to the state.

Your Chrysler Tranchised dealer for over 30 years

DEC iF *@AF (@41
QIRTTYEATER  FRAGE .. AT
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 He. C. F, crady
Dacenter 11, 1957
rage 2

Mr. Grady, A A pidder and wusinessman I do not undarstapd at all
the reasons for the change in policy as over the past 30 years,
none of tha State of california major purchaserg of oult wvahicles on
the Generhl Purpase Bid, i.e. cHP, Cal Trans, Forestry, have not
pald us within the 20 day period. ‘Cartainly the State of
california if they ne=sd money can bOrrov it in the ‘sarket place for
a lot less than small businees gupplisrs to the &tate. I
persenally feel t the ruling should be changed jmmediately!

. 8i raly.,

pEC 1E 97 iB:4di FIGFS?37II PRGE.WBE

% TOTAL FPAGE.HBA3 *x
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Author: Tom Lee at PD~HQ
Date: 11/10/97 10:56 aM
Priority: Normal
TO: Martin Stevenson <mstevens@trmx3.dot.ca.gov> at INTERNET_MAIL
€C: Rhonda Smith
CC: Patricia Jones
CC: George Hortin
CC: Mariel Edgeton
T0: Tom Lee
Subject: Ra{2]: Recent DGS Changes to Prompt Payment Language on Bid

- Message Contents ———

Another update. FYI, your Procurement & Contractg section was
contacted for Caltrans' position regarding cash discounts. Doug Goto
confirmed that Caltrans was in Support of ocur new cash discount
policy. .. Tom

Reply Separator

Subject: Re: Recent DGS Changes to Prompt Payment Language on Bid B
Author: Tom Lee at PD=HQ
Date: 11/5/97 6:01 PM

Martin, PYI there is a lot of research and discussion over this policy
change. We are just not consjdering the cash discount for award
purpcaes. Suppliers can still offer the discount for business
purposes and we expect that they will continue to do so and you can
continue to save the discount. What it cuts out is the gamesmanship
weed by hidders ‘as a strategy to get awards. Now they will be giving
us cash diascounts that are good business practices and quote honest,
straight up prices for items bid. In our research, we are the only
big state to use the cash dimcount in evaluating bida. The feds, NY,
Texas, Florida all do not use cash discounts in salecting their bids.
They have found most discounts are not realized hecause of alow
pProcesses and we end up paying more than we should have. D&B research
corroborates that in private industry digcounts are rarely taken. Sc
Chuck Grady approved a cash discount pelicy change that we in PD are
exercising. .. Tom

Reply Separator

Subject: Recent DG5S Changes ta Prompt Paymant Language on Bid Evalu
huthor: Martin Stevenson <mstevens@trmxl.dot.ca.gov> at INTERNET MAIL
Date: 11/5/97 3:10 PM

George,

I just finished reviewing the bid language for IFB 419%2, our PE 22-W1075, PIN
PE 49614. On the top of page 5 of the IFB is a paragraph which negatea the old
concept of including the prompt payment terms in the evaluation of offers from
poctential suppliers.

In the case of this purchase estimate, the impact of this change is
significant. The astimated value of the purchase is $2.1 million with an
option te purchase more at the same price. By not including a2 prompt payment
digscount in the evaluation of offers, vendors who until now had offered a
prompt payment discount of 5% would not have any reason to do 8o. 5% of $52.1
million iLs 105,000, not including the exercise of any options. This move might
be unfair to businesses who are forced to use lines of credit in the course of
buying materials to fulfill the order.



4o0uULQ 1L be poSsSLRle to delete this language for the above bid, or ia this a
new overall policy? If it is a new policy, has thaere been some gtudy or audit
which prompted the change? Was there some change in legislation or naw
regulations that were promulgated? 1s there some change that would impact how
we purchase on our delegated purchases?

Far controller orders like thig one, I am not aware of any significant problems
with earning the prompt payment discounts, In fact, our warehouse aggressively
sarned over $250,000 in discounts on a changeable message g9ign purchase order
whose terms were 5% for payment in only 3 (three) days.

Using this language would be in the State's best interest in aituatione where
the discount is unlikely to be earned. For road material purchaaes in certain
large districta, this concept is one that I have long thought to be
appropriate.

I look forward to hearing from you on this isaue. If you have any questions or
need additional information, please contact me at the address/numbers below.
Thanks.

Martin Stevenson

Caltrang OPAC, 1900 Royal Oaks Drive, Sacramento, CA 95815
Internet B-mail: mstevens@trmxd.dot.ca.gov

Phone: (916) 445-743&, Calnet B-485-7436

Fax: {916) 324-8997, Calnet 8-454-8997



Hi

DATE: Ducember 11, 1557

TO: Procuresmnt Divislon Perscnasl

-
FROM PAmICﬂ%:’ES , Manager

Department of General Services
Procurement Divigion
System Integrity Unit

JUBJECT: Prompt Payment Discount Evalustions - MOQIFICATION

In an effort to be responsive to cur customer’s requests, my memc of
October 14, 1997 regarding Prompt payment discounts is hereby
modified. If an agency requests in writing to the Deputy Director
that. they would prefer that the prompt payment discount apply to a
particular individual transaction, an exceptiocn may be made for thar
transaction.

If approved, the PIN phrases noted in my previgus meme would not be
used, but the golicitation will instead srare the following:

PIN Phrase 2z73 {MAgency Cash Discount)
For the purpeses of this transaction, the State will consider any

cash discount offered in the evaluation unless it is less than
one-half of one¥, exceeds five¥, or is less than 20 days.

TRUCUREMERT DIVISION NISSION

"Wt cnaurr the success 9f var customer s mirsion by praviding PR and i I Fundance while )
Fudhe trwst.
TOTAL P.B1
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JAPA STATE HOSPITAL
100 NABA VALLEIO HWwY,

APA, CA  PASS4293

707) 2335000

January 6, 1998

Ron La Sala

Department of General Services - Procurement

1823 14th Street, Room 105

Sacramento, CA 95814

Dw Ron:

1 would like to take exception to the new condition in the General Provisiops that we can oo longer

use cash discounts in eviluating bids. AsyouareweﬂawmtheSmeofCa]ifomiahashad

repumdonfornotpayingmrbim on time. mmwmwwmnfor
pomptpayﬁmtwumeashdkwmmatywnegoﬁnedhﬂwhﬂmimevmm”wﬂ
uymninsistencethatithespdledoutonevcryil;mim Now every accouming department knows
how nmch money can be savedandmostukeﬁ:ﬂadvmseofthis.
Itwouldbeashametoloscﬁ:uehudemmdgahsmdulﬁmﬁelyenduppnymgmmbecauseof
the lack of competitive bids.

TF1 can be of further help, please feel frec to contact me.

Sincerely,
7{.4@--'- s (/Zcéuﬁaegm““a &VD/J

Kev_in C. Rockwood, Pharm ., BCPP
Assistant Director of Pharmacy - Operations




Hilp
Department of Corrections

Zafitornia

emorandum
Date : January 7, 1998
To : Ronald W. La Sala
Associate Material Analyst

Department of General Services
Procurement Division

Subject : BID EVALUATION CRITERIA

This is in response to the information provided by you that the Department of General Services will no
longer include cash discounts when evaluating competitive bids for services. This could adversely
impact potential savings for the Department of Corrections (CDC) and the other agencics utilizing the
Prime Vendor Contract for ordering drugs.

The current Prime Vendor Contract adds a service fee of 1% of the invoice total. However, if the
agency pays within 20 davs, the Prime Vendor gives a 1% cash discount. The net result is the
elimination of the service fec and the avoidance of additional costs for the State. If future Prime
Vendor Contracts are evaluated on the service fecs alone a contract bid with 2 service fee of 2% and
cash discount of 1% for early payment would be awarded over a contract bid with a service fee of 3%
with a cash discount of 3%. This would result in a service fee paymeat of approximately $250,000 per
year for CDC regardless of how soon the invoice is paid

The CDC is currently developing clectronic payment of invoices through the regional accounting
offices. This should further improve payment turnaround times and allow the Department to take
advantage of cash discounts based on payment time.

For the reasons cited above, the CDC Health Care Services Division (HCSD) encourages the
Department of General Services to continue utilizing cash discounts as a ctiterion for evaluating future
contracts.

Thank you for your attention to this issue. If you have any further questions please don’t hesitate to
call Ronalé R. Perez, Pharmacy Services Manager, at ($16) 327-2025.

Nex Lo @
NADIM K. KHOURY, .
Assistant Dgputy, Dire

Health Care Policy

Health Care Services Division
cc: Susann J. Steinberg, M.D., Deputy Director (A), HCSD

Sandra Duveneck, Assistant Deputy Director, Program Evaluation and Support, HCSD
Roger E. Hagen, Assistant Deputy Director, Health Care Operations, HCSD

COC 101 T (vae)




